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Reducing Nicaragua's heavy foreign debt to a manageable amount has become the government's
major economic goal. Several European creditor nations have recently agreed to debt pardons,
while the organization representing Nicaragua's creditors agreed to loans and donations that
will further contribute to debt management. On the other hand, the Banco Centroamericano
de Integration Economic (BCIE) has refused any reductions, forcing Nicaragua into payment
suspension on its loans with the bank. The foreign debt stood at US$12 billion at the end of 1989.
But debt restructuring granted by the Paris Club of creditor nations and a buyback of Nicaragua's
commercial debt at a deep discount have helped reduce the debt to around US$7 billion (see
NotiSur, 03/30/95 and 10/19/95).
President Violeta de Chamorro's goal is to get the debt down to US$3 billion before leaving office in
1997. The cost of servicing the debt is still a burdensome US$250 million per year, approximately half
the value of Nicaragua's export earnings in 1995. There have been demands from the private sector
that the National Assembly investigate solutions to the oppressive debt, such as accelerating the
pace of privatization of state-owned enterprises. Many independent economists argue that the debt
service uses up most of the funds that should be going to public investment in the economy and in
poverty alleviation.
Likewise, private foreign investment is inhibited because investors fear that profits will be taxed to
pay for government deficits. The government now regards the elimination or drastic reduction of
the remaining debt as imperative if macroeconomic goals are to be met. The government's balance
sheet is so precarious that election officials are seeking international donations to prevent a possible
postponement of the October elections because of a lack of funds. New debt-reduction agreements
have occurred in recent months. In June, the Polish ambassador to Central America announced
that Poland will renegotiate the terms of Nicaragua's US$15 million debt. Denmark has already
pardoned a US$23 million debt.
The two largest bilateral debts are owed to Russia (US$3.4 billion) and Mexico (US$1 billion). In
July, Russia announced that it will pardon 90% of that debt provided Nicaragua agrees to repay
the remaining 10% in convertible currency over 15 years at market rates of interest. Negotiations
with both countries on debt reduction are expected to conclude before the October elections. In
July, Minister of Foreign Cooperation Erwin Kruger went to Europe to negotiate debt reduction
in France and Germany and to complete negotiations on the new terms offered by Russia. Kruger
also held talks with Paris Club officials to lay the foundation for the 1997 meeting of the creditornation group, which is expected to consider a further across- the-board reduction of up to 90% of
Nicaragua's remaining bilateral obligations.
Other relief is promised by the International Monetary Fund (IMF) and the World Bank, to whom
Nicaragua owes a total of US$1 billion. World Bank vice president J. Shajid Burki announced that
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the issue would be discussed at the fall meeting of the two banks. However, it was not clear whether
the banks would offer debt pardon or renegotiations to stretch out the payments. On June 17-18,
the Advisory Group (Grupo Consultivo) made up of representatives of Nicaragua's creditors met
in Washington, DC, with Nicaraguan government officials to evaluate the government's structural
adjustment plan and the debt situation. Members include the World Bank, the IMF, and other
international financial organizations, along with 17 creditor and observer countries. The group
authorized new loans and donations totaling US$635 million per year for the next two years. Of the
total, US$60 million per year will be used to reduce the foreign debt and the remainder for various
projects in public administration, agriculture, health, education, and poverty reduction.
The largest annual amounts were promised by Sweden (US$50 million), Holland (US$41 million),
Japan (US$40 million), Germany (US$33 million), Finland (US$25 million), and the US (US$28
million). Meanwhile, a conflict continues with the BCIE over Nicaragua's US$500 million debt to
the bank. The problem began earlier this year when President Chamorro told the BCIE that her
government was suspending its US$80 million annual debt payment. Besides the regular payments,
Nicaragua owes US$65 million in back payments. The bank refused to accept any debt reduction
and retaliated by withholding US$57 million in loans already approved (see NotiSur, 05/23/96).
Kruger insists that the terms of the loan are unfair, noting that the original US$160 million loan
ballooned to US$190 million because of the bank's practice of charging commercial interest rates
and compounding interest charges. He says that under Central American lending guidelines set out
in the Guatemala Protocol, Nicaragua should have been given preferential treatment, such as belowmarket interest rates and exemption from fees and commissions. The BCIE "wants to strangle us,
but we will maintain a firm position to pay what we consider fair," said Kruger. The bank promptly
rejected Kruger's accusation in a June 10 paid newspaper advertisement. The statement said that
during the current administration, the BCIE has authorized loans totalling US$273.1 million to
the public sector and US$57.3 to private enterprises. "Partial or total debt pardon is not within the
bank's power, and as a financial institution, it must recover the funds it lends," said the statement.
[Sources: Agence France- Presse, 06/18/96; La Prensa (Nicaragua), 05/27/96, 06/05/96, 06/15/96,
06/17/96, 06/19/96; Barricada (Nicaragua), 06/12/96, 06/13/96, 06/17/96, 06/18/96, 06/19/96; La Tribuna
de Nicaragua, 06/03/96, 06/06/96, 06/10/96, 06/12/96, 06/14/96, 06/15/96, 06/18/96, 06/19/96, 06/24/96,
07/05/96]
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